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Address of Senator Max Baucus
THE GRAIN ELEVATORS ASSOCIATION
Great Falls, Montana
January 28, 1988
Thanks very much Tom.
It's great to be here today.
I'd like to focus today on the proposed
U.S./Canada trade agreement.
International trade is one of the issues that
I concentrate on in Washington.
It is an area that has great potential to
help Montana's economy.
Montana already sells 70% of its wheat
crop and a large part of its beef production to
Japan.
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In the future, Montana products will find new
and larger markets in places like Japan, Taiwan,
Algeria, and even in our northern neighbor--
Canada.
After studying the trade issue for some
years, I have come to believe that we are better
off with as few trade barriers as possible
worldwide.
As long as trade is conducted on a fair
basis, the principle of free and open markets
makes good sense for the nation and for Montana.
That is why I have frequently argued
against protectionist measures, like the so-called
Gephardt Amendment to the trade bill.
In principle, the idea of free trade with
Canada makes good sense. That's why the idea has
been kicking around for more than a century.
And that's why one of my first trade
projects in Congress was to look at the pos-
sibility of a free trade zone with Canada.
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Just look at the facts.
The U.S. and Canada share a common language
and, in large part, a common culture.
Every year more than $130 billion in trade
crosses the border between the U.S. and Canada.
Canada is the United States' largest trading
partner in the world.
In fact, the U.S. trades more every year with
the Canadian province of Ontario than it does with
the entire nation of Japan.
That's right. The U.S. trades more with one
Canadian province than with Japan.
But those big trade flows don't mean that a
trade agreement between the U.S. and Canada is a
good idea no matter what its terms.
It means that a good trade agreement between
the U.S. and Canada is likely to be very good.
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But, on the flip side, a bad trade agreement
with Canada is likely to be very bad.
What makes this Canadian trade agreement a
bad trade agreement?
As I see it, this agreement has two big
flaws.
First, the agreement doesn't go far enough
toward free trade.
If you ask most people to tell you what trade
barrier are, they are likely to tell you that they
are the tariffs, and quotas, and red tape that
block exports.
That's all true. But those aren't the only
kinds of trade barriers.
Subsidies--government payments or inducements
to industries--are also trade barriers.
And subsidies distort trade every bit as much
as tariffs, and quotas, and red tape.
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But subsidies aren't addressed in the
Canadian trade agreement.
This oversight is significant because Canada
subsidizes its industries extensively.
In fact, a Congressional Research Service
estimate that I requested indicates that Canada
subsidizes its industries more than twice as much
as the U.S.
But the agreement doesn't only ignore
Canadian subsidies. It also eliminates the U.S.
trade remedies that are designed to offset these
subsidies.
The U.S. now imposes countervailing duties to
offset the effect of foreign subsidies on imports.
But the free trade agreement ties our hands.
The U.S. is no longer allowed to use counter-
vailing duties to offset Canadian subsidies.
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In other words, the trade agreement not only
does nothing to prevent the spread of the disease,
it also keeps the U.S. government from dispensing
medicine to cure it.
The second major problem with the Canadian
trade agreement is that it was hastily negotiated.
Its an example of the bad results of letting trade
policy take a back seat to political expediency.
The negotiations between the U.S. and Canada
literally went right down to the deadline.
Many of the decisions were made hastily as
the deadline neared -- literally in the final
hours and minutes. Furthermore, Canada had many
more negotiators, resources, and experts than we.
They want it more.
I believe that many of our negotiators would
have rather backed off, let the deadline pass,
and try again later to negotiate a free trade
agreement.
But they didn't have that luxury.
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A political deal had been cut.
Prime Minister Mulroney and President Reagan
wanted an agreement. Our negotiators had to
produce one.
Given their druthers, our trade
negotiators would have produced a good deal.
But politics, not good trade policy, drove this
agreement in the final days of the negotiations.
The result is a half-baked trade agreement
with an impressive title.
These two flaws make the Canadian trade
agreement bad for the nation. But it is an even
worse agreement for Montana.
In Helena a few weeks ago, I held a hearing
on the agreement. I wanted to hear directly from
Montanans what they thought about the agreement.
Every industry told me that the Canada trade
agreement opened U.S. market without eliminating
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Canadian subsidies, and, in some cases, without
even opening Canadian markets.
For example, the agreement eliminates U.S.
tariffs on metal imports from Canada, but the
massive subsidy programs for construction and
modernization of Canadian smelters remain un-
touched.
Mel Sharp--the manager of the ASARCO plant in
East Helena--testified at the Helena hearing.
He explained that the main Canadian com-
petitor to the East Helena smelter just received a
$134 million grant from the Canadian government to
modernize its refining facilities.
The trade agreement ignores these tremendous
Canadian subsidies and actually strips away the
tariffs that the U.S. government has imposed to
level the playing field.
In other words, the agreement forces the East
Helena smelter to not only compete with Canadian
smelters, but also with the Canadian government.
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That just isn't a fair fight.
Plywood manufacturers are put at an equally
unfair disadvantage by the Canadian trade
agreement.
In the agreement, the U.S. agreed to drop
tariffs on plywood imports from Canada, yet the
non-tariff barriers that keep U.S. plywood out of
Canada are not lifted.
For example, Canada now requires that all
plywood sold in Canada be made from trees found in
Canada. This standard effectively bars U.S.
plywood from being sold in Canada.
Why does Canada impose this ridiculous stan-
dard?
The Canadians say that U.S. plywood just
can't stand up to Canadian weather.
Well, that explanation might make sense if it
weren't for one fact: U.S. plywood has for years
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performed admirably in Alaska--where weather
conditions are just as severe as in Canada.
The bottom line is that Montana plywood
manufacturers, like Champion and Plum Creek, will
have to compete with Canadian plywood in the U.S.,
but won't have the chance to compete on a fair
basis in Canada.
A problem some of you might be more familiar
with relates to wheat.
Under the agreement, the United States
foregoes its authority to control wheat imports
from Canada. On the other hand, Canada will be
allowed to keep its current ban on imports of U.S.
wheat.
Furthermore, Canada is still allowed to pay a
$1 per bushel rail transportation subsidy on wheat
shipped into the U.S. through eastern ports.
Even without the agreement, wheat imports
from Canada have already risen from 100,000 tons
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in 1985 to 300,000 tons in 1986--the last year for
which statistics are available.
I am very concerned that this figure will
continue to skyrocket under the agreement.
It just doesn't make sense to open our market
to a flood of Canadian wheat unless they are
willing to open theirs--that's the whole idea
behind free trade.
In the face of trade barriers like the ones I
have just described, it is not surprising that
Montana now runs a one half billion dollar trade
deficit with Canada--with Montana importing five
times more from Canada than Canada imports from
Montana.
Normally, I would have confidence that free
trade would eliminate this deficit.
But this isn't free trade. U.S. barriers are
dropped and Canadian barriers are left in place.
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Under those conditions, I can only expect the
trade deficit to get worse.
I know that you heard earlier today from
speakers from both sides of the border that like
the agreement. One of the arguments raised was
that the agreement would help attract new manufac-
turing firms to Montana.
Look, no one could be more in favor of diver-
sifying Montana's economic base than I. It's
critical for our state's development.
I have worked for years to attract new in-
dustries, like U.S. West, to Montana.
But let's be realistic. Look at the facts.
Close to 80% of Montana's economy is based
directly or indirectly on natural resource in-
dustries. Manufacturing accounts for only about
3.5% of our economy.
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Even a tremendous increase in our manufac-
turing sector could not offset a comparatively
small decrease in our natural resource industries.
It doesn't make sense to damage Montana's
natural resource based industries in hopes of
attracting new manufacturing industries to
Montana.
Further, I don't think that there is much of
a chance of new manufacturing industries being
attracted to Montana by the Canadian trade
agreement. If you are going to serve major urban
markets in Canada, you should locate your
facilities in Canada, not in Montana.
In short, it is just not worth trading our
current economic base away on the off chance that
we could attract a few manufacturing
firms intending to sell to Canada.
I think the conclusion is inescapable.
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In the current environment, the Canadian
trade agreement is a bad agreement for the nation,
and a very bad agreement for Montana.
Nevertheless, the final chapters have not yet
been written and I'm going to continue to try to
make this agreement a good one.
The negotiating may be done, but the
political battle is just starting.
In Canada, there is already a bitter debate
raging between the Conservative party government
and the Liberal and New Democratic party op-
position.
In the U.S., that debate is beginning to
develop.
Many Senators that represent natural resource
based states, like Al Simpson, Pete Domenici,
Dennis DeConcini, and myself, have realized the
shortcomings in this agreement.
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I am trying to organize these and other
Senators in order to educate our colleagues about
the flaws in the agreement, and to press the
Administration to help us work out some of these
problems.
Over the next few months, the Finance
Committee--of which I am a member--will be helping
the Administration prepare the final legislation
to implement this agreement.
It will be an uphill fight, but, by carefully
drafting the implementing legislation and forcing
the Administration to pursue trade remedies out-
side the agreement, we may be able to eliminate
some of the flaws in this agreement.
Some may say that we are trying to make a
silk purse out of a sow's ear.
But Montana has a great deal riding on this
agreement. I plan to leave no stone unturned.
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Over the next few months, I will do
everything in my power to make this a better
agreement for Montana.
If those efforts fail, I will spare nothing
in opposing this agreement.
Its that important.
